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THE GOVERNMENT AND THE BANKS. 

BY JAMES H. ECKELS, PEESIDBNT OF THE COMMERCIAL NATIONAL 

BANK, CHICAGO, AND FOEMEELY COMPTEOLLEE OE 

THE UNITED STATES CUEEBNCY. 



The advocates of a complete reformation of the country's cur- 
rency system have in their favor the potent fact that almost every 
one is agreed that the existing system is unsatisfactory, unscien- 
tific and out of harmony with any well-ordered financial policy. 
Those who content themselves with saying that the present sys- 
tem is just as it ought to be, and that any attempt to enact new 
laws upon the subject would do irreparable damage to the coun- 
try, are a small minority, who either take counsel of their fears, 
are wofuUy ignorant of the subject, or are mere traditionalists. 
They are only little less a source of weakness to the country than 
the men in public life who, while admitting that our whole finan- 
cial laws are out of balance, yet refuse for political reasons to 
enact legislation which will at least start the Government in a 
right direction in its financial and currency policy. This latter 
class have in recent years undertaken to excuse their indifference 
to the subject by alleging that financiers are at such variance 
among themselves that it is impossible for a layman, though a 
statesman and a legislator, to say what ought to be done. 

The allegation is not justified as to not a few important phases 
of the question. There is practically no disagreement as to the 
need of emasculating, if not wholly abolishing, the Sub-Treasury. 
Each year makes it more evident that the Sub-Treasury system 
works out a continuing embarrassment and loss to every class of 
business undertaking in the country. If it is to be maintained, 
its power for evil should be reduced to a minimum. This could 
be accomplished, and preferably so, by such a revision of our rev- 
enue laws as would prevent an unwieldy and unnecessary Trea- 
sury surplus, or by keeping such revenue, outside of a small work- 
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ing balance, on deposit with the commercial banks throughout 
the country. Upon principle, the Government should not take 
from the people any more in revenue than is necessary for its 
proper conduct and the maintenance of its credit. If, however, 
through enacted statute, it violates this principle, it ought not 
to add to the harm done thereby by keeping such revenues apart 
from the daily needs of business life. As carried on to-day, the 
Government's fiscal policy works a double loss. It deprives the 
citizen of a part of his legitimate working capital by taking from 
him an excessive amount through taxation; and, ia addition, by 
hoarding that revenue in the Sub-Treasury, it lessens the ability 
of the banks to extend to him a credit which would tend to lessen 
the harmful efEects of the evil wrought him in the first instance. 

I recognize the fact that we cannot suddenly have enacted 
sweeping and radical financial legislation without more or less 
risk of disturbance to the country's business interests. No ad- 
vocates of financial and currency reform urge that such laws find 
a place at this time upon the statute-books. They do ask, how- 
ever, that without further delay a beginning be made, and that 
that beginning shall be upon right lines; it must be a part of a 
harmonious whole, which ultimately will give to the country a 
financial banking and currency system worthy the name. 

To this end, I consider of first importance legislation relating 
to the Sub-Treasury and the making of bank deposits by the 
Secretary of the Treasury. This legislation we should have at 
once. There is no good reason why customs receipts should not 
be deposited with the National Banks, which are under govern- 
mental supervision, especially when the hoarding of such receipts 
takes so much of the life-blood of trade out of the country's 
commercial arteries. They should be deposited upon terms which 
comport with the ordinary rules that control in business life. 
There is nothing unduly sacred in either Federal governmental 
revenue or Federal governmental deposit. The income gathered 
by the representatives of the nation ought not to be treated dif- 
ferently from that gathered by the representatives of the State, 
county, city, or village. The revenues of these latter governments 
do not go into a strong-box maintained by them, but into the banks 
of the country, just as do those of the merchant, subject to check, 
and thus help in the daily business of the people. 

It is a curious fact that the Federal Government, which con- 
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trols in the most minute degree the National Banks, demon- 
strates by its acts the least confidence in them. The Government 
maintains its own safety-deposit vault for the care of its reve- 
nues, and uses the banks only in a secondary way. When it does 
so use them, it insists that its deposit shall be placed on a foot- 
ing entirely different from that which the bank accords its other 
depositing customers. In the first instance, it insists that if it 
use the bank at all a part of the deposits of the merchant, manu- 
facturer and laborer shall be invested in securities which shall 
be held specifically for its benefit. 

Then it imposes a further condition, that the security shall be 
of its own issue, namely. Government bonds. It must also, under 
a strict construction of the law, have a specific reserve held 
against such secured deposit. The application of such rules to 
each deposit account in a bank would make banking impossible. 
By the enforcement of these rules it works out a situation of 
which its own representatives complain, but that complaint is 
lodged against the bank. In demanding specifically a deposit of 
Government bonds to secure Government deposits, it creates a 
demand for these bonds, when it makes any considerable number 
of depositories, with the result that the price of the bonds is 
so enhanced, the amount of them being limited, as to make it 
more profitable for the banks to sell the bonds than to retain 
them and keep out circulation based on them. These depositories 
are, as a rule, more numerously created, or the deposits therein 
increased, at a time when the country's business interests are 
suffering from financial stringency. The very act designed to 
relieve the situation defeats its own purpose ; for the banks, find- 
ing greater profit in the price added to the bonds by the de- 
mand suddenly created for them through the Government's ac- 
tion, sell their bonds and retire their circulation. 

When this situation arises, the banks are subject to much criti- 
cism. There is, at such times, more or less talk of governmental 
blacklisting, want of patriotism upon the part of the bankers, 
and kindred characterization. I fail to understand why patriot- 
ism should be invoked against a banker who invests his property 
in selling money and credits for profit, any more than against 
the merchant or manufacturer who undertakes to dispose of his 
wares so as to increase rather than diminish his estate. 

If bank-note issues are to be based on a deposit of Government 
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bonds with the Treasurer of the United States, then Government 
deposits, if they are to be specifically secured, should be secured 
by bonds other than Government ones. The Government could 
avoid the self-created embarrassment to its own efforts of aid by 
entirely depending upon other high-grade bonds as security for its 
deposit, thus leaving Government bonds to the banks for circula- 
tion purposes only. If this course were not pursued, a plan could 
be adopted by which no bond security at all should be taken, but 
the banks be reqmred instead to pay interest on any sums held 
for the Government. The banks cannot afford both to give Gov- 
ernment bond security and pay interest on Government deposits, 
and they will not. It cannot be expected that banks will be con- 
ducted as purely eleemosynary institutions. Their legitimate func- 
tion is to render aid to the business undertakings of a community 
for hire. They are organized for the purpose of buying and sell- 
ing money and credits for a proper compensation, which creates 
a fund out of which the shareholders are recompensed for the 
risk incurred in their venturing their capital. To take banks 
out of the class of profit-seeking undertakings and place them in 
that of charity-bestowing institutions, would be to make the busi- 
ness an impossible one. This statement applies to whatever they 
may do, whether it be the selling of bonds when the price war- 
rants their so doing, even though it involves the retirement of 
circulating bank-notes, or the selling of money and credit to 
the business man for a fair rate of interest return. The banker 
does not deserve to be charged with lack of patriotism and threat- 
ened with blacklisting because he follows the course pursued in 
all business. The banker ranks in patriotism with the average 
man in business, and certainly with the man who holds a political 
position. He has always had full faith in the integrity of his 
Government's credit when others doubted, and he has never hesi- 
tated about placing his means at its disposal when others were 
draining its resources. 

The remedy for the embarrassed position in which, each re- 
curring year, the business of the country finds itself is not in 
whining, threatening or talking mere sentiment about a false 
idea of what constitutes patriotism. It lies in courageously rec- 
ognizing the defects which are patent and correcting them. A 
long step in this direction will have been taken when the Gov- 
ernment realizes that it is primarily at fault in not carrying on 
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its business in accordance with the rules employed, and success- 
fully so, by every large and profitable corporation, to say nothing 
of the ventures of the individual citizen. It must treat the banks 
as aids to busiaess, organized for profit, and not as institutions 
under its control to be hampered by hard and fast rules which 
repress their usefulness and make them non-responsive to the 
varying needs of the business world. The Executive oflScials 
of the Government and the lawmakers must be brave enough and 
wise enough to put aside all political considerations, and let it 
be known by their acts that they realize how essential the bank 
is in the proper advancing of all business interests. They can- 
not do this more emphatically than by reversing the position of 
distrust which their limited use of the banks now indicates, and 
taking one which places the Government in its banking relations 
upon exactly the same basis as that of any other corporation's 
relations to the banks of the country. If the banks as conducted 
are safe enough to be made the channel through which pass the 
infinite number of transactions and the enormous wealth of 
ninety millions of individual citizens in their individual capacity, 
they are certainly safe enough to transact wisely and well the 
vastly smaller business of the citizens' government. 

A recognition of the pre-eminent position of the bank as a 
factor in business by making the Government its customer, and 
the practical elimination of the Sub-Treasury as a disturbing 
factor, should be followed by legislation which would give proper 
vitality to the note-issuing function of which it ought to be pos- 
sessed. It has already been stated that the function of the bank 
is to sell money and credits to those who need them. The com- 
mercial bank which, under proper regulations and control, can- 
not sell its credit in the form of bank-notes, where that form best 
answers the purpose of the business to be transacted, fails to 
discharge properly one of the important objects for which it 
was created. It is as essential for the economic transfer of prop- 
erty that, in a great many instances, we have the bank - note, as 
it is that we have the draft and the bill of exchange, or any other 
instrument of credit designed for this purpose. Our banking 
laws do not recognize this fact, except in a very limited way. By 
a statute which is fixed and immovable, the banks can issue these 
smaller instruments of credit in the form of bank-notes, if they 
can obtain Government bonds to secure them when issued and 
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they feel assured that the price of the same will return a fair 
profit. They cannot issue a single note with special reference 
to business needs and conditions, and they do not. The enacted 
statute fixes in advance what volume of note issue the business 
needs of the country can have, instead of the business needs of 
the country fixing the amount from day to day which will meet 
them. And this statute was placed upon the books forty years 
ago. To-day's bank-note issue is dependent upon the mainte- 
nance of a public bonded debt, a favoritism the banks do not need 
and do not ask. Its volume depends upon the price of Govern- 
ment bonds, an absurd regulator of what amount of small credit 
instruments, in the form of notes, a bank shall furnish to the 
country's changing business requirements. It is hedged about 
with a controlling statute which permits but three millions of 
these notes to be retired in any one month, whether or no they 
are needed in circulation; and there is the added embarrassment 
which prohibits, until six months have elapsed, the issue of new 
notes to the banks retiring their circulation, no matter what 
sudden emergency may have arisen requiring a large volume 
of notes to be used. The Government not only regulates all 
these things, but adds to the frequent embarrassment of the 
situation by issuing its own notes in the form of demand obli- 
gations to compete with the National bank-notes. 

There is but one way to correct this impoteney of beneficial 
power upon the part of the banks in the exercise of their note- 
issuing function, and that is to put the banks gradually in pos- 
session of the right of issuing notes against their commercial 
assets. Ko radical steps should be taken in this direction; but, 
well safeguarded as to speedy redemption at convenient points, 
and with a general safety-fund to guarantee redemption imme- 
diately upon the failure of any bank, these issues would be as 
safe as need be in the careful conduct of business. I do not 
believe in an emergency currency, though it be an asset currency 
regulated by a very high tax. It is far wiser to give banks the 
power that will prevent an emergency, than to give them some- 
thing that is a proclamation that they are in dire straits. 

If an unsecured note is safe in an emergency regulated by a 
five or six per cent, tax, it is safe when no emergency exists with- 
out such a tax. I cannot conceive of any bank's taking out cir- 
culation and paying a six-per-cent. tax thereon. Such a statute 
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woTild be in effect a statute to prevent, rather than to aid, the 
issuing of bank-notes. As the bank-note issuing function now 
stands, it is confessedly inadequate in every phase of its opera- 
tion. The solution of the difficulties which confront it is in an 
asset issue. The safety of the notes can be provided for, as can 
their speedy and sure redemption. Heretofore, banks have not 
been kept from failing because they have had a bond - secured 
circulation, but because of wise and conservative management, 
re-enforced by the confidence reposed in them by the people and 
the increasing wealth of the country. 

The danger of inflation is an exaggerated one. Bank-notes will 
be issued only when needed, and loaned as safely and conserva- 
tively as they are to-day. They will be redeemed much more 
speedily, for better facilities will be afforded therefor. They 
will not be put out indiscriminately nor given away free to every 
passer-by. They will be issued when existing values and business 
require them, and they will come in when the need that called 
them into being has passed away. It must not be assumed that, 
because the managers of a bank are clothed with the right to 
issue a small instrument of credit in the form of a promise to 
pay, they will deliberately set about to see how rapidly they can 
ruin their bank, bring disaster upon the community in which 
they reside, and dissipate their own accumulations. 

In conclusion, I wish to add that the question of financial 
banking and currency reform is not sectional in its character. 
Its need is manifest in the West quite as much as in the East, 
in places where manufacturing is done or agricultural industry 
pursued, as in Wall Street where stocks based upon the coun- 
try's greatest undertakings are bought and sold. What the 
financial centres need, the country at large needs, and vice versa; 
, nd the banking and currency system which is inadequate in its 
operations to meet the requirements of all the varied kinds of 
business which make up the daily activities of our people, is not 
the kind we should be content to have for this nation. It is not 
to the credit of the American people that, through indifference, 
political fear, or clinging to mere traditionalism, we are willing 
to undergo the danger of financial disaster which each year at 
this season threatens, because of our maintaining unchanged a 
thoroughly wrong note-issuing principle. 

Uames H. Eckels. 



